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Terminology Department
Conducted

by the Special Committee on Terminology of the
American Institute of Accountants

The special committee on terminology submits the following tentative defi
nitions for consideration and criticism. Letters may be addressed to the com
mittee in care of The Journal of Accountancy.
VALUE—UNDEPRECIATED:
Value before making any deduction for depreciation that may have been
suffered. The term does not indicate whether the value is based upon cost,
appraisal or assessment, but means only that depreciation has been ignored.
The term needs further qualifying words to indicate whether cost or other
value has been taken as the basis.

INCOME—ACCRUED:
Income arising from rentals, royalties and interest, and from some other
sources may be receivable at stated dates; if accounts be made up at dates other
than those on which such income becomes due and receivable an amount of
income corresponding to the length of time elapsed since the last due date may
be taken up as accrued income. Dividends, even on cumulative preferred
stocks, should not be taken up unless they have been declared.

INCOME—COMMUNITY:
This term is used to describe income that accrues jointly to two or more per
sons; usually it is income that accrues to husband and wife. Under the laws of
some of the states all income of husband and wife is community income and
federal tax regulations have allowed in such cases separate income-tax returns
for husband and wife, each returning half of the total income.
INCOME—DEFERRED:
This term is used in accounting to describe income which has been received
but is really applicable to a future period.

INCOME—ESTATE:
The income of an estate, as computed for the purpose of accounting to a
court, may differ materially from the income as it would be computed for com
mercial purposes. Laws and court decisions vary in the several states, the
treatment of dividends, especially stock dividends, often being at variance with
both income-tax regulations and commercial practice. The importance of the
divergencies of treatment lies in the fact that estates may have beneficiaries
who receive only the estate income, and moneys that ordinarily would be re
ceived as income may, in the case of estates, be considered as accretions to
capital.

INCOME—GROSS:
In general, income as computed before certain deductions are made.
The deductions to be made vary according to circumstances, but their
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general character is that of overhead, management, financing and other indirect
expenses.
INCOME—JOINT FACILITIES:
A term used in railroad accounting to signify the carriers’ proportion of rev
enues from joint facilities operated by other carriers, including union station
companies.
INCOME—MISCELLANEOUS:
A term applied to sundry income not derived from the ordinary operation of a
business, although it may be incidental thereto. Sale of junk, incidental rent
of an unused part of a building, small amounts of bank interest and other odd
items of income, not of enough importance to appear separately, are thus
classified.

INCOME—NET:
Income, after making all deductions; dividends are not a deduction, as they
are payable out of surplus, not directly out of income.

INCOME—NON-OPERATING:
Income that is derived from sources other than the general operation of a
business. (See “Operating income.”)
INCOME—OPERATING:
Income derived from the general operation of a business. It is applied to the
income of railways, arising from the operation of the lines, and excludes both
other income and certain expenses. It is not synonymous with net profit, but
rather indicates a stage in the profit-and-loss account where all direct cost of
operation and all direct income from operation has been taken into the account,
and no more.

INCOME—OTHER:
A vague term, similar in meaning to miscellaneous income; sometimes it is
used to cover large items of income not arising from the operations that have
been set forth in detail in a profit-and-loss account. This classificaton of rela
tively large amounts is undesirable without some further explanation.

INCOME—SINKING-FUND:
Like all other funds, sinking funds are made up of cash or readily marketable
securities; the interest and other income from these assets are the sinking-fund
income, and should be added to and become part of the fund. If a sinking fund
be provided for the retirement of bonds it may be used to purchase some of the
bonds to be retired; in that case the bonds are not canceled, but the coupons,
when due, are paid into the fund so that the fund may not be deprived of the
income to which it is entitled.
INCOME— TAXABLE:
Income as computed and subjected to tax under the laws and regulations of
the federal or state bureaus of internal revenue. They differ from commercial
standards; indeed they differ in different years, as the laws and regulations
change. Besides having certain rules for computing depreciation, depletion
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and other expenses, the federal and some state laws exempt from taxable in
come interest on municipal obligations, some interest on federal obligations and
in some circumstances dividends of domestic corporations, etc. All these pro
visions must be considered and corresponding adjustments made before taxable
income is determined. Its total may be less or greater than true income.
INCOME:
The following terms do not seem to have any special technical meaning, al
though they have been used: Income—annual, prepaid, primary, secondary,
unearned.

CAPITAL—AUTHORIZED:
The articles of incorporation of corporations state the amount of capital
stock that may be issued; the certificate of incorporation authorizes the issue of
this amount, which is the amount of authorized capital.
CAPITAL— CALLED- UP:
The amount of capital authorized may not at once be needed; either some
part of the stock may remain unissued or stock may be issued on such terms
that only part of the price is paid at once, the remainder being subject to call
when needed. The amount paid in plus any calls remaining unpaid constitutes
the called-up capital.

CAPITAL— CIRCULATING:
This expression appertains to economics rather than to accounting. It has
been defined as “Wealth used in the production of commodities, the efficacy of
which is exhausted by a single use such as (a) raw materials and (b) cash for the
payment of wages collectively used to produce a manufactured article. The
term ‘ circulating ’ is derived from the circumstance that this portion of capital
requires to be constantly renewed by the sale of the finished articles and re
purchase of raw materials, etc.” The term is used by Hatfield as synonymous
with “floating capital”.
CAPITAL—DEBENTURE:
Capital derived from the issue of debentures.
CAPITAL—DEPARTMENTAL:
Some corporations separate their investment among several departments,
the intention being to ascertain the relative return on capital from each depart
ment. In some cases interest on such capital is charged to departments.
CAPITAL—FIXED:
A rather vague term, used in economics more than in accounting, meaning
capital invested in plant, buildings and other fixed assets.

CAPITAL—FLOATING:
Equivalent to “circulating capital”.

Capital invested in current assets.

CAPITAL—INVESTED:
This term does not mean the amount of capital originally invested, but the
whole sum of capital originally invested plus the amount of accumulated
profits retained in the business. Under the profits-tax laws of earlier
years “invested capital” was a highly technical term, the exact meaning
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varying somewhat from year to year. It might include goodwill not on the
books and might exclude assets that were on the books.
CAPITAL—ISSUED:
This is more properly called capital stock, issued. It means that part of the
authorized capital represented by the shares of stock actually issued for cash or
other consideration.
CAPITAL—ISSUED AND SUBSCRIBED:
Whereas the term "issued capital” should apply only to capital stock actu
ally issued for cash or other consideration, excluding treasury stock, it is not un
known for corporations to authorize the issue of capital stock, go through the
form of issuing certificates for the whole amount, sell part and retain part in the
treasury, calling the treasury stock issued stock. In such cases the phrase
"issued and subscribed” means that part of the issue that has actually been
sold, whether fully paid for or not.
CAPITAL—NEGATIVE:
This term is concerned with economics, not accounting. Elsewhere defined
as follows: “ Negative capital is composed of credit, such as the right to demand
payment of a debit and as “The amount of credit which a trader or firm can
obtain ”. (See " Positive capital. ”)

CAPITAL—NOMINAL:
The amount of capital represented by the par value or declared value of the
issued stock. This term has a special application in income-tax laws, compa
nies with nominal capital, deriving their income from personal services, being
allowed special treatment. This was of greater importance when excess-profits
taxes were levied.
CAPITAL—ORIGINAL:
The amount of capital actually paid in, excluding increases due to the reten
tion of any accumulated gains.
CAPITAL—PAID-IN:
The amount of capital actually contributed, in cash or assets, by the stock
holders of a corporation
CAPITAL—PAID- UP:
More properly, capital stock, paid up. See "Capital—called-up.” This
differs from called-up capital in that it excludes calls that have not been met
and includes capital that may have been paid in advance of call.

CAPITAL—POSITIVE:
This term applies to economics, not to accounting. It has been defined as
"that which consists of material assets, i.e., cash, buildings, land, stock, plant,
machinery”; and as follows: "Positive capital is represented by money, land,
buildings, stock in trade and all material objects”.
CAPITAL—REGISTERED:
The amount of capital authorized by the certificate of incorporation of a
company, registered with the secretary of state.
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CAPITAL-SHARE:
Capital represented by shares of capital stock.
CAPITAL—STATED:
The definition of this term has been the subject of heated controversy, but it
may be said that in the case of corporations with stock of par value it is the face
value of the capital stock issued, and that in the case of companies with stock
without par value it should be the total amount received, in cash or other assets,
for the shares issued. Unfortunately the laws of the several states differ
widely on this subject, some states permitting a part of the amount received for
stock issued to be set aside not as permanent capital but as surplus, even as
surplus from which dividends may be paid. In such cases the stated capital is
subject to restrictions and regulations imposed by the laws of the various
states, generally, that part of the proceeds of the sale of capital stock which the
directors declare to be the capital of the corporation.
CAPITAL—SUBSCRIBED:
Upon the formation of many corporations the entire amount for which the
stock is sold is not immediately needed; in such cases those acquiring stock
subscribe for, or agree to purchase, a certain amount of stock. Usually a part
of the purchase price is paid at the date of subscription and the remainder either
at an agreed subsequent date or in instalments when called.
CAPITAL— UNCALLED:
The amount that stockholders may be called upon to pay for capital stock to
which they have subscribed, in addition to the amount for which they already
have been called upon.
CAPITAL— UNISSUED:
(See “Capital, issued.”) That part of the authorized capital that has not yet
been issued for cash or other assets.
CAPITAL— UNPRODUCTIVE:
This term applies to economics, not accounting. Capital that is invested in
assets not producing any income either directly or indirectly, such as vacant
land, mines not operated, etc.

CAPITAL— WATERED:
Where corporations have issued stock largely in excess of the intrinsic value
of the assets which it represents the stock is said to be watered. In many—
perhaps a majority—of cases the corporation issuing such watered stock is a
holding company, owning the stock of one or more other companies, so that the
disparity between the stock it issues and the tangible assets which are the ulti
mate basis for the issue is not readily apparent.
CAPITAL— WORKING:
The capital that is available for current use in the operation of a business;
substantially, the excess of current assets over current liabilities.

CAPITAL:
In addition to the foregoing, the following expressions have been used.
None has an accepted technical meaning, and the committee does not care to
countenance their use as accounting terms: Capital—active, available, equated,
general, landed, loan, loanable, net, non-landed, operating, quick.
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